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ABSTRACT

Contimued escalation of healthcare costs in both the private
and the govermment sector has resulted in concerted efforts by
healthcare providers and payers aimed at reducing the costs of
operation while maintaining appropriate levels of accessibility
and quality of care. Examples of concerns over cost escalations
are pervasive. Stout (1991), for instance, indicates that United
States healthcare costs for 1990 reachied $676 billion, or 12% of
the gross domestic product. Dentzer (1991) reports that runaway
healthcare costs are pushing American business down the road to
financial ruin by eating up over one-half of pretax profits.
Hughes (1990) cites two such examples, reporting that as early as
1987 Ford Motor Campany paid $1 billion and General Motors
Corporation $3 billion for employee healthcare. Even more
alarming, Dentzer (1991) reports that healthcare costs are
expected to continue to increase by 60% in constant 1991 dollars
by the year 2000.

The Department of Defense (DOD), operator of one of the
nation's largest healthcare systems, which includes 128 hospitals
located in the Continental United States, over 400 clinics, and
the health insurance plan known as CHAMPUS (Civilian Health and
Medical Program for the Uniformed Services), has experienced the
effects of pronounced operational cost increases as well.

Slackman (1991) reports that DOD medical costs worldwide have
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essentially doubled over the last six years, rising from $7.2
billion in 1984 to $14.1 billion in 1990.

In these six years, CHAMPUS expenses grew 149%, to
$3,119,000,000. Direct care expenses (for care delivered within
military facilities) experienced an 85% increase and totaled
$10,971,000,000. At the end of Fiscal Year 1990, total DOD
medical costs were 4.8% of the Defense budget (Slackman, 1991).

These cost increases are particularly significant due to the
current era of federal govermment cost-cutting and shrinking
Defense budgets. The challenge for managers of the DOD health
system is to furnish congressionally mandated benefits for
approximately nine million eligible patients (6.5 million of whom
are nonactive duty) while simultaneously trying to curb cost
increases (Slackman, 1991).

A review of the literature indicates some similarity in the
origin of increased operational costs for the civilian and the
Department of Defense system. For this reason, this project
investigated cost-control measures reported as achieving same
measure of effectiveness in the civilian sector and compared these
to current and proposed DOD cost-containment actions.
Specifically, this project defined utilization management and its
components, identified successful implementation efforts in both
civilian and government programs, and considered their potential
transferability to Wilford Hall U.S. Air Force Medical Center and

other DOD medical treatment facilities.
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CHAPTER 1
INTRODUCTION
Conditions Which Prompted the Study

Growing concern over the continually escalating costs of
operating the Department of Defense (DOD) healthcare system
prompted Congress to urge DOD healthcare managers to action in The
Defense Authorization Act of 1988. This act directed the
Secretary of Defense to conduct managed care demonstrations aimed
at slowing the rate of medical financial growth. As a result,
each military service has implemented at least one managed or
coordinated care project. Although same differences in implemen-
tation exist among the three branches of service, the central
objective is to seek overall cost reductions by enrolling
patients, determining patient demard, and building civilian
provider networks to treat excess patient demand at reduced
charges. In effect, cost containment under this initiative has
been attempted in two ways: (1) negotiating discounts with
civilian providers and (2) maximizing use of existing military
medical facilities (Slackman, 1991).

All three services have used utilization management to same
degree as a camponent of their demonstrations. However, Slackman
(1991) implies that this particular component of traditional
managed care programs has received less attention than others. If

true, this may have been a costly oversight given assertions by
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Feldstein, Wickizer, and Wheeler (1989); Graugnard (1987); Wheeler
and Wickizer (1990); and others that utilization management is a
very effective cost-containment tool.

The gist of effective utilization management appears quite
similar to typical productivity formulas used in other industries
that interpret productivity as a ratio of outputs to inputs. If
this assumption is true, then individual components of utilization
management such as precertification and certification of
admissions, concurrent review, case management, second surgical
opinions, and discharge planning may be useful in identifying and
analyzing intermediate products. Reductions in operational costs
of intermediate products should in turn lead to overall
operational cost decreases.

Since utilization management is a component of the total
Department of Defense coordinated care initiative aimed at
maximizing the use of military assets, this study briefly
identifies Wilford Hall U.S. Air Force Medical Center's
capability, patient base, and business and medical environment
within the local coamunity. Wilford Hall Medical Center (WHMC) is
a 1,000-bed tertiary care facility which, along with four other
area medical treatment facilities (MIFs), is tasked with providing
or arranging care for 172,752 eligible beneficiaries residing in
the cambined Wilford Hall and Brooke Army Medical Center (BAMC)

catchment areas, linked by the Defense Medical Information System
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computer program (Vector Research, 1989a). Operating with more
than 135 medical specialties and subspecialties, WHMC also serves
as a referral center for eligible beneficiaries with those more
complicated diseases and injuries that exceed the capabilities of
the referred patient's local Uniformed Service MIF.

The medical-business environment in which WHMC operates is a
key factor to consider as well. WHMC is fortunate in that the San
Antonio area in general has available a broad spectrum of health-
care providers. Within the Uniformed Service sector, there is
another medical center as well as three clinics. There are also a
total of 23 nonmilitary hospitals, to include the local Veterans
Administration medical center and the 748-bed state mental
institution (American Hospital Association, 1991). In addition,
five health maintenance organizations and numerous same-day
surgery centers offer what appears to be a relatively "target
rich" environment for negotiating cost-effective external
healthcare agreements.

Most of WHMC'S resources are allocated by Air Training
Camand in the historical total output methodology using measures
such as outpatient visits, occupied bed days, prescriptions
filled, radiology films exposed, etc. Primary workload statistics
reported that cater to this funding methodology include the number
of admissions/discharges per month, the average length of stay,

and the number of ocutpatient visits per month. These workload or
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output indica*~rs, which have not changed in years, are gross
measures that fail to differentiate in intensity of service
rerdered. Neither is there a direct accounting link between
individual episodes of care and amount of resources used for an
individual case.

In 1988, Public Law 100-180 mandated that a diagnosis-related
group (DRG) allocation system be phased into the Department of
Defense resourcing methodology (Lorenz & Jones, 1989). Currently,
DRG data are used to same extent in determining a portion of the
supply dollars allocated to WHMC. However, the inability to link
individual patient expenses to the care rendered handicaps the
ability to generate meaningful resources management information.
As a result of the lack of specific patient data, much of WHMC's
financial funding, as well as the system governing the allocation
of manpower, remains unchanged from the "fee-for-service" era,
Public Law 100-180 notwithstanding.

A recent Congressional Budget Office report on managed or
coordinated care by Slackman (1991) as well as a General
Accounting Office (1991) report identify the current resourcing
methodology as inefficient and outdated. Fundamental changes in
state resource allocation procedures are necessary to motivate
healthcare providers to embrace a "managed care" philosophy.

Nearly all of San Antonio's CHAMPUS (Civilian Health and

Medical Program for the Uniformed Services) inpatient and mental




health workload is already subject to the constraints of
utilization management. This external utilization management for
CHAMPUS inpatient care began in 1988 and currently exists ir. the
form of contracted services. Health Management Strategies,
Incorporated, was awarded the mental health contract, which went
into effect on Jarmuary 1, 1990.

The current utilization management contracts for the rest of
the C(HAMPUS inpatient workload were awarded on May 1, 1992, to
four regional contractors that provide nationwide coverage. Each
of these regional verdors is to apply InterQual criteria to
CHAMPUS-sponsored workloads based on a sample of cases selected by
the (HAMPUS Record Center, located in West Des Moines, Iowa.
Individual cases are referred to the regional vendors by hospital
and name of the patient. The regional contractors subsequently
request copies of these records from the appropriate facilities in
order to conduct their reviews (McCauley, 1992). The Texas
Medical Fourdation (TMF), located in Austin, Texas, has been
awarded the contract for this region ("TMF and 1992-93," 1992).

According to CHAMPUSouthcentral, a quarterly medical peer

review journal published by the T™F, each regional utilization
management contractor will subject each selected case to the
following reviews as applicable:

1. Admission review--to determine medical necessity of

admission.




2. Invasive procedure review--to detemmine if a procedure
was medically necessary.

3. Discharge review--to ascertain if the beneficiary is
medically stable at the time of discharge.

4. DRG validation review--to substantiate diagnoses and
procedures in order to assure accuracy of the DRG.

5. Waiver of liability review--to determine if the hospital
ér the beneficiary knew, or could reasonably have been expected to
know, that an admission or a service was not covered in accordance
with 32 Code of Federal Regulations 199, 14.

6. Hospital-issued notice of noncoverage (HINN) review--to
assure that the beneficiary's right to CHAMPUS coverage is not
violated and that procedures for issue of such notices are carried
out appropriately.

7. Generic quality screen review--to evaluate the quality of
care which a beneficiary received when hospitalized.

8. "An Important Message from CHAMPUS" review--to assure
that all patients are receiving HINN notices appropriately and
that the contents of each notice meet CHAMPUS requirements
("Required CHAMPUS Reviews," 1992).

CHAMPUSouthcentral also states that some cases will undergo

additional screening for the following as appropriate:
1. Noncovered admission review--to establish the "deemed day

of admission" (when a beneficiary is admitted for a noncovered
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stay but becomes acute during the stay) and to assure that the
principal diagnosis reflects the reason for the acute care.

2. Readmission review--to determine (when readmission
occurred within 31 days) if both admissions were medically
necessary and whether or not a prohibited action occurred
(circumventing the prospective payment system or jeopardizing the
quality of care through a premature discharge).

3. Rehabilitation specialty unit (length of stay) review--to
be performed on all cases selected from certified hospital
rehabilitation units exempt from prospective payment to assure
that each day was medically necessary.

4, Day outlier review--to be performed on all cases
exceeding CHAMPUS long or short stay thresholds.

5. Cost outlier review--to be performed on all cases for
which the hospital received outlier payment for charges exceeding
the DRG cost outlier payment threshold to determine whether the
services provided were medically necessary, appropriate, not
duplicatively billed, actually rendered, and ordered by a
physician ("Required CHAMPUS Reviews," 1992).

Wilford Hall Medical Center (as all Air Force medical
treatment facilities) is required by the Joint Commission on
Accreditation of Healthcare Organizations to conduct an internal
utilization review function. WHMC's guidance is delineated by Air

Force Regulations (AFRs) 168-4, Administration of Medical
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Activities (1990), and 168-13, Quality Assurance in the Air Force

Medical Activities (1987). Investigation reveals that this

function tends to deal with single, gross outpatient/clinical
measures such as drug utilization and formulary review and falls
far short of utilization management efforts applied to CHAMPUS-
sponsored care.

WHMC corporate plans for a more comprehensive internal
ufilization management program exist but are uncertain at this
point in time due to lack of specific guidance from the Air Force
or the Department of Defense. The Department of Quality Services
(formerly Quality Assurance) is the portion of the management
structure formally endowed with the "utilization management
tasking" (AFR 168-13). As of the week of March 30, 1992, WHMC had
just received one civilian nurse authorization to start the
program.

WHMC also has a managed care function charged with planning,
organizing, and executing the medical center’s coordinated or
managed care program, but it does not currently have any
utilization management tasking or authority. Finally, the San
Antonio Healthcare Coordinating Council, which is responsible for
coordinating medical care and resources for the entire San Antonio
area, has no operational utilization management tasking either.

WHMC has also just recently begun a preadmission program for

select categories of patients. Preadmission at WHMC, however,




does not equate to precertification but rather is used more as a
tool for patient placement. WHMC's program, yet in its infancy,
does, nevertheless, acknowledge the need to turn its corporate
eyes inward toward more efficiently managing expensive inpatient
resources.

The 1991 workload for Wilford Hall has been somewhat
distorted due to the local impact of Operation Desert Storm but
tends to reflect modest increases in admissions and cutpatient
visits. A small reduction in lengths of stay has been noted over
the previous year as well. Increases in the number of ambulatory
surgeries performed may account for a portion of the length of
stay statistical decline experienced last fiscal year.

Inpatient care volume for DOD beneficiaries is produced
mostly in the military treatment facility. According to the
Retrospective Case Mix Analysis camputer program (Vector Research,
1989b), 82% of the care rendered military eligible beneficiaries
worldwide is provided by the military while the remaining 18% is
sponsored under CHAMPUS. 1In San Antonio, the numbers are even
more skewed, showing that WHMC and BAMC cambined provide 96.7% of
the inpatient care for military-sponsored eligible beneficiaries.

Statement of the Management Problem

Wilford Hall Medical Center is faced with the problem of

providing or arranging healthcare for its patient population in

the most cost-effective manner while simultaneously maintaining
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acceptably high levels of access and quality. Utilization
management that considers organizational needs, to include WHMC's
graduate medical education mission, and patient demand is a
critical component of an integrated managed care approach to this
problem. Since contracts to monitor utilization of CHAMPUS
inpatient care already exist, Wilford Hall needs to focus on
internal utilization management efforts which are both effective
énd compatible with the external CHAMPUS review progranms.

Literature Review

Definition and History of Utilization Management

The American Hospital Association defines utilization
management (UM) as the planning, organizing, and controlling of
healthcare production in a cost-effective manner while maintaining
high quality care and contributing to the overall goals of the
institution (Zusman, 1990). Baschon (1990) states that the temms

utilization management and utilization review are often used to

refer to the same process. She comments, however, that she
believes that true utilization management evolved as a natural
extension of utilization review programs that arose from cost-
control efforts associated with the implementation of Medicare in
the 1960s but that it has taken a more progressive and time
sensitive approach since the implementation of the DRG-based
prospective payment system. Payne (1987a & b) also differentiates

between utilization review and utilization management by stating
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that utilization review is strictly a medical records review for
appropriateness of action by medical experts while utilization
management is instead a concerted and deliberate action taken by
organizations to reduce costs by influencing provider practice
patterns. In short, she states that utilization review is a
significant technique of integrated utilization management.

Semantics aside, UM is the process of looking for acceptable
élinically based methods to control costs while ensuring
appropriate access to an acceptably high level of quality care
through the application of specific techniques which have been
found effective. WM is, therefore, the focus of this study.
Griffith (1987) cites the utilization control process as one of
the major cost-control initiatives of the 1970s. Feldstein et al.
(1988) state that this concept has for years been regarded as one
of the most promising approaches to the containment of healthcare
costs. Zusman (1990) echoes the assertions of both Griffith and
Feldstein et al. and goes on to state that cost savings, which
many believe have accrued to Medicare as a result of utilization
management, fostered this philosophy's adoption by the insurance
industry and corporate America. He comments further that
hospitals too have, out of financial necessity, added or
strengthened internal utilization management progranms.

Although the focus of this project was primarily one of cost

savings, utilization management is often credited with increasing
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the quality of care provided. Becker (1990) states that UM should
improve the quality of care provided by reducing the number of
unnecessary services provided. His statement is supported by
Brennan, Leape, Laird, Hebert, Localio, Lawthers, Newhouse,
Weiler, and Hiatt (1991), whose study of 30,121 medical records of
patients treated in New York state, found that 3.7% suffered an
injury due to medical mismanagement. Any action that avoids
exposing patients to such risks decreases such events and
increases the overall quality of care (Becker, 1990).

Another of the ways in which UM increases quality of care is
through the application of generic quality screens (Jarrett, 1992:
McCauley, 1992). These screens, or criteria, are typically
medically accepted standards that allow nurse reviewers to review,
either concurrently or retrospectively, a medical record in order
to determmine the quality of care rendered. Failure to pass such
screens typically results in referral to a physician utilization
manager, who reviews the record and takes appropriate action.
Appropriate in this context could translate to preauthorization of
admission, profiling of the physician, and possibly expulsion of
the provider from the network.

Baschon (1990) states that trending of quality screen
problems provides useful information that allows management to
take actions to avoid such problems in the future. An excellent

example of her assertion is documented in Quantum: Annual Report
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to Providers, April 1, 1990-March 31, 1991 (MMF, 1991), furnished

Texas CHAMPUS providers by the Texas Medical Foundation, the peer
review organization contracted to perform UM for CHAMPUS inpatient
care rerdered in the state of Texas. This report identifies total
murber of CHAMPUS cases reviewed in 1991, initial failures, and
confirmed problems and furnishes a breakout of the most common
failures by DRG.

In 1991, the Texas Medical Foundation (1991) conducted
quality screens on 2,703 cases. Of those cases reviewed, 84%
(2,288) failed initial screens and received physician review,
which indicates that only 4% of the total failures evidenced
quality problems. Feedback on all quality of care screen failures
was forwarded to the responsible providers and aggregated and
reported to all providers as well.

Numerous informative articles, many of which are cited
throughout this paper, report on the ability of UM to control
costs. However, Thamas Wickizer, Ph.D., and his associates, John
R. C. Wheeler, Ph.D., and Paul J. Feldstein, Ph.D., were the first
to publish articles that applied scientific rigor to the study of
the impact of utilization management on resource consumption.
Their studies, first published in 1988 and cited in most of the
camprehensive articles written on this topic, serve as testimony
to their value to this field of study and are synopsized below.

Feldstein et al. (1988) published the first of these
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scientific studies in an effort to document the true effect of UM
on controlling costs. The authors analyzed insurance claims data
on 222 insured groups of employees from 1984 and 1985 to evaluate
the effects of UM programs instituted by a large private insurance
carrier. Specifically, each case subject to UM was submitted to
preadmission authorization, on site, and concurrent review.
Twenty-six variables were regressed to control for the effects of
érployee characteristics, market area factors, and plan benefit
features for all cases.

Comparing admissions, bed days, and costs of groups that
operated with and without UM programs, Feldstein et al. (1988)
found that plans operating under a utilization management
philosophy experienced a decrease in admissions of 12.3%

(p ¢.001), a reduction in bed days of 8.0% (p¢ .05), a
diminution of hospital inpatient experditures of 11.9% (p<¢ .05),
a curtailment of ancillary expenditures of 14.82% (p¢ .00l), and a
reduction in total expenditures per patient of 8.3% (p<¢ .05).
Feldstein et al. also determined that utilization management
apparently has a-one-time effect of reducing expenditures, one
that continues but does not increase or decrease over time.
Although the results of this study did not take into consideration
cost shifting in the form of co-payments and deductibles to
patients, it did statistically prove that the potential for
utilization management to reduce hospital resource consumption

exists.
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In 1989, Wickizer, Wheeler, and Feldstein collaborated again
to conduct multivariate analysis of the effect of utilization
management on resource consumption over time and to assess whether
or not self-selection affected utilization and expenditures.
Further, portions of data from the original study were augmented
by an additional year of data to allow for the effects of
geographical dispersion on utilization management. In the end,
the researchers studied 223 insured groups over a three-year
period, creating a time series/cross-section data base of 1,848
camplete quarterly observations.

Wickizer et al. (1989) documented in this study that
admissions were reduced by 13% (p¢ .001) and bed days were
decreased by 11% (p ¢ .001). Hospital "routine expenditures"”
(room and board) were found to have been lowered $3.15 per insured
person per quarter, or $12.60 per insured per year. Ancillary
services expenditures per insured dropped by $6.16 per quarter, or
$24.64 annually. Total expenditures per insured fell by almost
$14 per quarter, or $56 annually. This final figure seems
particularly important since it captures whatever outpatient
substitution may have occurred as a result of utilization
management of inpatient resources.

Prompted by mixed findings of studies on the effect of
utilization review conducted in the 1970s, Wheeler and Wickizer

cambined efforts in 1990 to analyze the same 223 insured groups in
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order to determine the impact of market-related conditions on
utilization management effectiveness. Average size for each group
in the study was approximately 1,500 insured persons, camprised of
660 employees and 840 dependents.

Overall, Wheeler and Wickizer (1990) found that utilization
management efforts were most effective in markets with low health
maintenance organization enrollment, high admissions per capita,
énd low occupancy rates. They found groups operating under
utilization review (management) with low admission rates had 2.52
fewer admissions per 1,000 members than those operating without
such controls (p ¢ .001). This same group experienced 12.30 fewer
patient days per 1,000 members (p ¢ .1l), reduced inpatient
expenditures by 8.96% (p ¢ .0l1), and decreased total expenditures
by 14.16% (p ¢ .01).

Groups operating under utilization management controls but
with high admission rates experienced 1.71 fewer admissions per
1,000 members than did the groups applying the same principles
with low admission rates (p ¢ .l). These same groups had 4.23
fewer admissions than similar groups operating without utilization
management (p ¢ .001) (wWheeler & Wickizer, 1990).

Wheeler and Wickizer (1990) also determined that, in
geographical areas where surgeons are more numerous, utilization
management can be of additional value. For example, in markets

where the number of surgical specialists per capita is high,
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utilization review (management) is significantly related to
reduced inpatient experditures (12.93%; p ¢ .01) and total
expenditures (11.00%; p < .1).

Finally, Wickizer (1991) studied the effects of utilization
management on different medical specialties. He determined that
the greatest savings impact ($17.25 per insured per vear; p ¢ .07)
occurred with surgical specialties. Also, substantial savings
were found to exist in mental healthcare, but a large standard
error estimate resulted in the inability to prove statistical
significance. Statistically significant savings on medical
services existed but were small in comparison to those experienced
in the surgical specialties.

The work of these experts appears to identify tremendous
benefits for the managers of the military medical system. 1In his
memorandum for the Secretaries of the military departments,
Assistant Secretary of Defense (Health Affairs) Mendez (1992)
clearly states that his plan is for the military health services
system’s quality assessment and criteria to became more analogous
or identical to those of the civilian sector. This implies
adoption of utilization management within the walls of the direct
care system.

The savings which could accrue to military healthcare
organizations operating under utilization management will require

the same thoughtful analysis and integration efforts as those
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undertaken by organizational leaders of civilian medical
institutions. Given that the findings of Feldstein et al. (1988);
Wickizer et al. (1989); wheeler and Wickizer (1990); and Wickizer
(1991) are accurate, once this philosophical approach is adopted,
careful analysis to tailor the utilization management effort to
the unique demands of each military hospital is critical.

Once again, this topic (utilization management) is already
relevant to managers of today's congressionally scrutinized and
financially constrained military health system. Although Slackman
(1991) cites same potential cost-containment gains and valuable
lessons learned by catchment area management test sites, his
opinion is that even the managed care test sites could do more to
assure the prudent use of resources by being more attentive to
physician practice patterns.

Camponents of Utilization Management

The key for managers of the Department of Defense medical
system seems to be to design an effective utilization management
process that will maximize the benefits identified by Wickizer
et al. (1989). Before that can be accamplished, these managers,
regardless of discipline or background, need a fundamental
understanding of the components of utilization management.

Utilization review programs of the 1970s and the cost savings
which were believed by many to have accrued through the use of

professional standards review organizations laid the foundation
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for the camponents of current utilization management programs
(Baschon, 1990; Becker, 1990; Wickizer et al., 1989). Baschon
(1990) and Snyder (1989) identify those camponents which have
evolved into “industry standards."” These components are:
preadmission review, admission review, second surgical opinions,
concurrent review, discharge planning, individual case management,
and retrospective review.

Snyder (1989) goes on to state that a given utilization
management program need not incorporate every component in order
to be effective. He does state, however, that, in his opinion,
each plan should at least include precertification (preadmission)
review, admission review, and concurrent review. Snyder's
opinion has been to same extent verified by the studies conducted
by Feldstein et al. (1988), Wheeler and Wickizer (1990), Wickizer
(1991), and Wickizer et al., (1989), which were accamplished on
groups using only two of these three particular components.

Preadmission Review/Certification

Preadmission review is "the review ard assessment of the

medical necessity and appropriateness of elective hospitalizations
before the hospitalization has occurred” (Snyder, 1989, p. 516).
This process is typically accamplished by medical personnel,
either physicians or physicians and other medically trained
personnel in conjunction, depending upon a given health plan's

structure (Nyman, Feldman, Shapiro, Grogan, & Link, 1990; Payne,
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1987b; Wickizer et al., 1989).

Preadmission review can be accamplished either on site or in
a satellite off-campus facility. Under either scenario, an
admitting physician typically submits a written application for
admission or requssts permission to admit via telephone. The
physician describes the patient's condition and planned course of
treatment. From that point, a preadmission review panel makes a
determination and notifies the patient, the physician, and the
hospital of its decision regarding the appropriateness of
hospitalization and the allowable length of stay (Wickizer et al.,
1989).

Research indicates that precertification has been accepted as
a standard of practice across numerous health plans, with
indications of growing acceptance. Payne (1987b) reports that, in
1986, approximately 35% of the corporations he surveyed included
precertification in their cost-containment arsenal. An addit.onal
16% of those corporations had plans to begin requiring
precertification in the immediate future. Graugnard (1987)
reports that growing acceptance of precertification by preferred
provider organizations (PPOs) was found in this same period.
Becker (1990) found that the percentage of employers requiring
precertification was up to 60% by 1990 while Wickizer (1991) cites
65%.

Graugnard (1987) states that preadmission certification is
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the camponent of utilization management that produces the most
immediate econamy by ensuring appropriateness of care and
eliminating unnecessary care. Baschon (1990) agrees ard caments
that such a program offers an opportunity to maximize hospital
efficiency, improve reimbursements, and provide gquality patient
care. She also contends that, if properly structured and
marketed, preadmission certification is viewed as beneficial by
patients and physicians alike. Since preauthorization is the
first step in the utilization management chain, Baschon further
states that it can serve as a starting point for other WM
camponents, such as case management and discharge planning.

No literature was found that isolated and reported on the
impact of precertification alone. However, there are numerous
examples of cost savings directly attributed to the precertifica-
tion process accomplished in conjunction with other UM components.
For instance, Graugnard (1987) reports that the El Camino-~Hewlett
Packard PPO achieved a 20% overall cost reduction and a 12%
decrease in bed days on the strength of precertification and
concurrent review. She also reports an 11.5% decrease in bed days
under similar circumstances experienced by the Dade County School
Board.

Feldstein et al. {1988) and Wickizer et al. (1989) also have
documented examples of savings under programs that use

preadmission certification in conjunction with concurrent review.
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Feldstein et al. and Wickizer et al. demonstrated that admissions
were reduced from a low of 12.3% to a high of 15.0%. Bed days
declined from 8% to 11%. Total medical expenditure reductions
went from a low of 6% to a high of 30% (in groups that had
historically experienced high admission rates). Wickizer et al.
(1989) also documented a 9% decrease in ancillary service costs
attributable to precertification and concurrent review.

Although precertification and other components of UM have
generally became accepted as ways of reducing expenditures, there
are caveats to be considered. For example, Graugnard (1987)
points out that decreasing admissions in PPOs resulted in a 47%
increase in ambulatory surgery in the Dade County School Board
experience and a 152% increase in the El Camino project.
Outpatient volume in general also rose 18.3% in the Dade County
School Board program. Secondly, although Wickizer et al. (1989)
have demonstrated overall cost savings associated with precerti-
fication, the potential problems associated with a shift in
patient flow and treatment patterns deserve serious consideration
by medical planners.

Finally, Wickizer's (1991) assertions that these savings are
one-time reductions and have little effect on growth in
utilization and expenditures over time warrant consideration when
building a WM program. This apparent sentinel effect could impact

long-term medical executive management expectations with serious
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resource implications. Specifically, management needs to consider
how many resources need to be invested to obtain and sustain the
desired results as well as continually seek program improvements.

Admission Review

Baschon (1990) and Snyder (1989) define admission review as

review of the medical necessity and appropriateness of nonelective
hospital admissions which occur within a certain period of time
after admission (usually 24 to 48 hours). Review is based on
admitting information documented in the medical record in a manner
very similar to precertification approval (Baschon, 1990). LeBrun
and Keener (1988) claim that the key benefit of admission review
lies in an organization's ability to identify and react quickly to
potential high dollar catastrophic cases.

Baschon (1990) states that admission review is often used in
conjunction with precertification in order to quickly verify
accuracy of precertification information or to collect and analyze
information on patients admitted after "normal duty hours.” She
also states that some hospitals use admission review programs in
lieu of precertification programs, but she expresses her opinion
that this is not sound financial practice.

Baschon (1990) cites several problems associated with
conducting admission review versus precertification. First, the
organization loses the opportunity to determine, before treatment

begins, whether or not the admission is medically necessary or if
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ambulatory-based care would have been more appropriate. Secord,
reimbursement for treatment rendered during the time admission
review is being conducted is at risk due to failure to meet a
payer's criteria for admission. Third, failure to coordinate
necessary ancillary services testing results in wasted resources
and in sane cases reduces reimbursement by the cost of the
ancillary services provided.

Second surgical opinion programs require patients to receive
a second consulting opinion before undergoing elective surgical
procedures (Snyder, 1989). Cost of the second opinion is
typically absorbed by the benefit plan, and the patient usually
retains .the decision-making authority to either have or forego the
operation. Nyman et al. (1990) identify early successes with this
process, citing Massachusett's 20% reduction in procedures
performed by requiring 100% review of cases submitted for payment
to Medicaid in 1982 as one example.

This practice apparzntly flourished for the next several
years, as evidenced by Payne's (1987b) report that second surgical
opinions camprised the most widely accepted and practiced medical
cost-containment measure used by corporations in 1986. By 1987,
however, opinion as to the cost effectiveness of conducting second
surgical opinions seems to have changed. This "change" is

evidenced by Donahue and O'Brien (1987), who recommend changing
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100% review of specified admissions to focusing on samples of
those same admissions. The time savings from sampling, they say,
should be invested in other regional high cost or high volume
procedures to allow further ongoing cost-avoidance initiatives.

Another plausible explanation for this change in opinion as
to the value of second surgical opinions may be a sentinel effect
which results from physicians knowing that their recommendation
for surgery is going to be reviewed by another surgeon as well as
the patient's insurance campany. This would be consistent with
the finding published by Feldstein et al. (1988) that utilization
management efforts offer a one-time savings.

A final reason for this emphasis to have waned might be just
the opposite. Perhaps second surgical opinion programs and their
overhead failed to amortize and were simply abandoned. For
whatever reason, research evinced no recent or current emphasis
for managed care plans to specifically require second surgical
opinions. It is also worthy of note that second surgical opinions
are not part of Assistant Secretary of Defense (Health Affairs)
Mendez' (1992) memorandum on implementation of the coordinated
care program or the United States Air Force Surgeon General's

(1992) Managed Care Plan.

Concurrent Review

Concurrent review (sometimes called continued stay review) is

conducted while the patient is on inpatient status to ensure that
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a hospital remains the most appropriate setting for the care being
provided (Baschon, 1990; Snyder, 1989). This task is typically
performed by nurses. Review is done on a cyclical basis of three
to five days, but, according to Baschon (1990), the process should
be flexible enough to allow the utilization manager to use
experientially based judgment. Physician interface and input are
important in this process of reviewing cycles as well, particu-
larly with nonspecific diagnoses.

Questions the "concurrent reviewer" asks during the review
process can have a momumental impact on how well this program
works. Baschon (1990) lists the following pertinent questions in

her book, The Complete Utilization Management Handbook:

1. Does the patient still require acute care?

2. Have there been any delays in service?

3. Have all tests been appropriate?

4., Have there been carplicatioqs? and, if so, were they
handled appropriately?

5. Does the documentation address all abnormal or unusual
;:mplications or occurrences?

6. Have abnormal results of lab work or procedures been
adequately documented?

7. Are unrelated conditions which do not require
intervention been evaluated or treated?

8. Are there discharge planning needs which have not been

addressed?
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Baschon (1990) states that, if an answer to any of the above
questions indicates that a potential problem exists, these further
actions should be taken:

1. Notification of and resolution with potentially affected/
involved departments/persons, such as ancillary services, nursing,
attending physician, administration, and discharge planner, should
take place.
| 2. Referral should be made to physician advisor, UM
Committee, and/or appropriate hospital or medical staff cammittee
for assistance.

Concurrent or continued stay review is effective in
conserving resources by ensuring that the patient is given care in
a manner as close as possible to the way the episode was planned
during precertification or admission review. It also allows for
rapid update of the treatment plan, when necessary, and continued
monitoring of the new plan. Baschon (1990) states that additional
trend analysis made possible through concurrent review can aid in
identification and resolution of systematic problems which occur
in the medical treatment facility as well.

Discharge Planning

Discharge planning is the process of assessing a patient's

needs for medically appropriate treatment after hospitalization
and effecting an appropriate and timely discharge (Snyder, 1989).

According to Kongstvedt (1989), this process should start either
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during precertification or immediately upon admission.

The discharge plan should be a collaborative effort that
begins with the admitting physician and the utilization management
rurse. Kongstvedt (1988) states that issues such as the length of
time the patient is to be hospitalized, the expected outcame, the
requirement for special medical treatments upon discharge, and
other support the patient may require are primary topics of
concern. He points out that keeping the patient's family in the
information and planning loop is an important but often overlooked
aspect of discharge planning.

According to the United States Air Force Office of the
Surgeon General (no date), useful input may be derived fram
ancillary services as well when formulating a discharge plan.
Wilford Hall provides a good example of this. At WHMC, discharge
planning incorporates physical and occupational therapy,
nutritional medicine, social work sexrvices, chaplain consultation,
physician and nurse assessments, and the health benefits function.
Discharge planners also conduct interviews to screen patient
behavior patterns in an effort to identify any educational
programs that might preclude readmission.

Case Management

Case management is

an organized effort to identify patients who have the
potential to be high cost, long stay, and/or camplicated
discharge planning cases as early as possible; to locate
and assess medically appropriate altermative settings
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for these patients; and to manage their health care

benefits as cost effectively as possible. (Snyder,

1989, p. 516)

According to Henderson and Collard (1988), the focus of case
management is on

mobilizing resources to meet individual patients' needs

and the needs of their families by addressing three

aspects of patient care management: how to obtain

patient care that is of lower cost but of camparable or

superior guality than [sic] care in the traditional

hospital setting; how best to coordinate the patient's

care among the family members and other providers,

institutions and agencies that may be involved; and how

the patient's existing benefits plan can be used to

cover needed services. (p. 2)

Benefits that accrue to practitioners of case management and
their patients are plentiful. LeBrun and Keener (1988) point out
that employers and insurance campanies are big financial winners
urder this concept, saving up to 50% of expenses in extreme cases.
Becker (1990) reports that the patient also benefits from case
management by receiving care in a more camfortable and safer
environment with fewer social camplications. Henderson and
Collard (1988) sum up the advantages of case management by
asserting that it "rationalizes instead of rations the delivery of
medical care rendered the patient" (p. 4).

Retrospective Review

A final and less publicized component of utilization manage-
ment is retrospective or back-end review. Also based on medical

records, Baschon (1990) states that the purpose of retrospective

review is to confirm trends identified during concurrent review by
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collecting and analyzing physician practice patterns that might
result in overutilization of resources or quality of care
problems.

There are both internal and external applications for this
process., Baschon (1990) says that practice patterns for
preselected diagnoses are typically conducted internally on a
quarterly basis to ensure that:

| 1. Admissions were medically necessary.

2. Care provided was appropriate.

3. Case management/discharge planning was applied in a
timely manner.

4, No quality problems arose.

5. No delays in service occurred.

6. Documentation addressed all aspects of care; abnormal
values were addressed.

7. Work-ups not directly related to the admission were not
included unless absolutely necessary.

External applications have a potentially significant
financial impact on hospitals as well. Johnson (1991) states
that, out of 50 hospitals audited in Califormia, there was an
average loss of 4% of gross managed care revenues attributable to
failure to apply retrospective review principles to contracted
providers. Eubanks (1991) documents the same type of experience

by reporting how Blue Cross and Blue Shield of Pennsylvania
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recouped $1.2 million in the third quarter of 1990 by exercising
these same principles.
Screening Criteria
Although not a classical camponent of utilization management,

screening criteria are the foundation upon which utilization
reviews are based. Criteria facilitate all types of review and
canprise a fundamental tool that pervades the entire utilization

management process. Baschon (1990) defines screening criteria as

a set of clinical data elements that provide an objective means to
identify cases where a question may arise regarding the necessity
or the quality of care rendered. Their value, she states, lies in
their ability to allow reviewers to evaluate such cases by
preestablished criteria and to refer those that do not meet.
organizational standards to the appropriate level for review and
action.

Methods of review that employ implicit criteria use
physicians to evaluate the entire patient record and make a
sumary judgement as to whether or not the care rendered was
acceptable (Payne, 1987b). Payne (1987b) states that proponents
of this methodology consider it to be more valid than explicit
criteria because the reviewer has greater clinical expertise and
the entire medical record is available fo take into account all of
the relevant factors influencing clinical actions taken or

foregone.
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On the other hand, Morehead (1976) points out that only a
limited number of physicians can accomplish this task in a
constructive and analytical fashion. He also states that the
success of implicit criteria methods deperds on careful selection
ard training of reviewers as well as careful structuring of the
review process and resolution methods for the inevitable event of
differing opinions among reviewers. The question of reliability
and validity of findings and the expense of having rumerous
physician reviewers are the main problems associated with the
implicit review method (Payne, 1987b).

Explicit review methodologies cambine the use of accepted
lists of predetermined criteria with the utilization of
nonphysician reviewers who screen the medical records in order to
determine whether or not care rendered has met those criteria
(Noren, 1982). Those cases failing initial criteria screens are
then referred to a physician for further review and determination.
Payne (1987b) lists some disadvantages as well as numerous
advantages associated with the use of explicit criteria. Disad-
vantages associated with the use of explicit criteria are
primarily time and cost associated with criteria development. The
advantages include:

1. Standardization and transferability.

2. Application by nonphysician reviewers.

3. Consistency.
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4. Ease of updating campared to very specific protocols.

Payne (1987b) further divides explicit criteria methodologies
into three subcategories:

1. Intensity of Service, Severity of Illness, and Discharge
Screens Appropriateness (ISD-A).

2. MAppropriateness Evaluation Protocols (AEP).

3. Standardized Medreview Instrument (SMI).

According to Payne (1987b), the ISD-A system was developed by
InterQual, Inc., in 1978 and has been revised several times.
(InterQual is also the verdor whose criteria have been selected by
the Department of Defense for the regional CHAMPUS utilization
management contract ["TMF and 1992-93," 1992].) ISD-A uses a
generic criteria list applied to all medical and surgical patients
as well as 12 system-specific criteria to be applied as needed.

In order to pass review, any patient admitted must meet one of the
Severity of Illness or the Intensity of Service screens upon
admission. Patients must then meet both screens 24 hours after
admission (Payne, 1987b).

The AEP, modeled after the ISD-A, also includes generic and
system-specific criteria. However, under this system, the patient
need meet only one of 16 criteria for admission and one of 26
criteria for continued stay (Payne, 1987b).

The SMI methodology uses 117 admission criteria. If an

admission meets one of these criteria, it is considered
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appropriate. Questions as to the appropriate length of stay are
resolved by meeti:g one of the 30 level-of-care criteria and one
of the 26 continued-stay criteria (Payne, 1987b).

At the heart of adoption and enforcement of clinical criteria
lies the issue of changing physician practice patterns (Payne,
1987b). Nyman et al. (1990) state that this is due to the fact
t;hat, in their contimuum of roles from gatekeeper to surgical
subspecialist, physicians are positioned at the critical points in
the decision process for any cost-reduction efforts. Hence, it
follows that the success of implementing clinical criteria will
most likely bevcorrelated to physician acceptance and campliance.
In order for that to happen, physician input and support must be
real and be integrated from the ground floor up (Griffith, 1987;
Nyman et al., 1990; Payne, 1987b).

Purpose

The purpose of this graduate management project was to
detemmine the potential benefits of utilization management for
Wilford Hall U.S. Air Force Medical Center and to devise and
recommend an effective utilization management approach based upon
the literature and information gathered from successful existing

military and civilian utilization management programs.
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CHAPTER 2
METHOD AND PROCEDURES

The objective of this analysis was to determine a potential
range of impact which internal utilization management as described
by Feldstein et al. (1988) and Wickizer et al. (1989), would have
on Wilford Hall Medical Center. To accamplish this task, the
vprkload reductions and concomitant savings from the Feldstein
et al. and the Wickizer et al. study were applied to WHMC's Fiscal
Year 1991 wordload and expense data. Potential savings in three
separate ranges were extrapolated to provide executive managers
the opportunity to consider the potential impact which internal
utilization management would have based on low, high, and median
savings scenarios.

This approach was chosen based upon the statements of Baschon
(1990) and Feldstein et al. (1988) that utilization management has
a one-time savings effect--the sentinel effect. If their
conclusions are true, then Wilford Hall may have already achieved
some degree of savings based upon the education and training
already provided to same of the staff and resident physicians.
Physician motivation may also impact the effect which WM could
have. Military physicians, lacking the financial motivation of
their civilian counterparts, may not be as quick to admit
patients. If this is true, M may have a diminished effect of

reducing resource consumption.
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Recognizing the possibility of a sentinel effect, WHMC's
potential utilization management-induced reductions in workload
and cost savings were extrapolated into three separate ranges.
The lowest estimated savings (3%3) would allow for the greatest
sentinel effect. The median estimates (6%) would allow for a
moderate impact, while the largest estimates (11%-13%) would
represent potential savings which might accrue to Wilford Hall
based on the assumption that WM would exhibit no meaningful
sentinel effect.

Workload and expense data were taken from the fourth quarter,
Fiscal Year 1991, Medical Expense Report (PCN1102F11) of the
Medical Expense and Performance Reporting System (MEPRS) (Arthur
Young, Inc., 1992). This report is standardized throughout the
military healthcare system; consequently, the methodology can be
easily duplicated.

Using MEPRS data presents other advantages. It provides a
realistic picture of actual operational costs incurred as military
salaries are included and overhead costs are assigned to final
output "production centers." Secondly, the MEPRS three-letter
break-out codes, such as AAA for Internal Medicine and ABA for
Gereral Surgery, facilitate analysis of UM influence at the
department, the division, and the facility level for each of the
five separate categories of savings identified by Feldstein et al.

(1988).
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CHAPTER 3
RESULTS
Source and Categorization of Data

As stated above, workload and expense data were taken from
the MEPRS Medical Expense Report, Fourth Quarter, Fiscal Year
1991, for Wilford Hall Medical Center (see Appendix). Feldstein
et al. (1988) and Wickizer et al. (1989) report statistically
s;ignificant findings on the effect of utilization management in
five separate categories: (1) admissions, (2) bed days, (3)
inpatient expenses, (4) ancillary services expenses, ard (5)
total expenses. Savings in each of these categories are reported
separately.

Same of these measures are, in fact, interdependent. For
example, reduced admissions would obviously have an impact on
total number of bed days, inpatient expenses, and inpatient
ancillary services expenses. Therefore, savings estimated for
each of the separate measures should not be added. They are
reported simply to reflect the effects of utilization management
from different perspectives.

For the purpose of this analysis, these five measures were
separated into two categories: (1) final and (2) intermediate
products. Admissions and total expenses were designated as final
products. Bed days, inpatient expenses, and ancillary services

expenses were categorized as intermediate products.
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Final Products
Admissions

Feldstein et al. (1988) and Wickizer et al. (1989) report
that utilization management had reduced admissions in the groups
they analyzed by 12.8% (p ¢ .001) and 13.0% (p < .001),
respectively. For this analysis, the Total Dispositions figure
from Part 1 of the Medical Expense Report for the fourth quarter
of Fiscal Year 1991 was used to extrapolate potential WHMC
savings.

In Fiscal Year 1991, Wilford Hall admitted 27,113 patients.
WHMC utilization management efforts identical to the one described
by Feldstein et al. (1988) and Wickizer et al. (1989) would have
resulted in admission reductions ranging from a low of 813 to a
high of 3,524. Related cost savings would have ranged from
$4,014,594 to $17,667,944 based upon WHMC's average MEPRS cost per
admission of $4,938. More detailed results are reported in Table
1.

Total Expenses
Feldstein et al. (1988) state that utilization management

resulted in a 8.3% reduction in total expenses (p ¢ .05) in their
study. Total expenses for Wilford Hall Medical Center were
derived by adding Total Expenses from Section 1, Inpatient
Services, and Total Expenses from Section 2, Ambulatory Services,

of Part 1 of the Medical Expense Report for the fourth quarter of




Fiscal Year 1991. Projecting Feldstein et al.'s findings to WHMC,
it was calculated that this facility would save between $6,482,598
and $23,769,525 through WM. Detailed results of this analysis are
reported in Table 1.
Evaluation

The importance of identifying admissions and total expenses
as described by Feldstein et al. (1988) and Wickizer et al. (1989)
as final products is to allow executive management to focus their
attention on bottom line indicators. Admissions and subsequent
discharges comprise what can best be described as cases, each of
which represents individual sum totals of the resources (money,
manpower, equipment, and facilities) consumed in order to render
care to each patient. Since the DRG system mandated under the
Defense Authorization Act of 1988 allocates resources based upon
the relative weight of each case and not the resources consumed,
admissions must be carefully managed.

| Total expenses represents the financial bottom line,
reflecting the cost of all treatment rendered. Both Feldstein.
et al. (1988) and Wickizer et al. (1989) favor this particular
measure because it includes the costs of UM-related shifts in
services to the ambulatory arena as well as the costs associated
with implementing utilization management. Total expenses is the

ultimate "final" output product!
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Intemmediate Products
Bed Days

Feldstein et al. (1988) report an 8% reduction in bed days
(p ¢ .05) in the groups studied as a direct result of utilization
management. Wickizer et al. (1989) report an 11% reduction
(p < .001) in their study. For this analysis, WHMC occupied bed
days data were taken from the Total colum of Part 1 of the
ﬁedical Expense Report for the fourth quarter of Fiscal Year 1991.
Given WHMC's 206,127 Fiscal Year 1991 bed days, projected bed day
reductions would range fram 6,184 to 22,674. Concomitant cost
savings based on MEPRS data would range from $4,016,446 to
$14,726,536. More detailed results are reported in Table 1.

Inpatient Expenses
Feldstein et al. (1988) state that inpatient expenses of the

groups studied fell by 11.9% (p< .05) as a result of utilization
management. WHMC inpatient expenses for this analysis were taken
from the Total Expenses colum of Section 1, Inpatient Services,
of Part 1, Medical Expense Report, for the fourth quarter of
Fiscal Year 1991, Wilford Hall projected savings would range from
$4,016,347 to $17,364,007. Detailed results are reported in Table
1.

Ancillary Services Expenses

Utilization management is reported by Feldstein et al. (1988)

to have reduced ancillary services expenses by 14.8% (p< .001) in

-
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;:he groups studied. For the purposes of this analysis, ancillary
services expenses for WHMC were taken trom the Total Expenses
colum of Section 4, Ancillary Services, of Part 1, Medical
Expense Report, for the fourth quarter of Fiscal Year 1991.
Potential cost reductions were found to range from $3,220,092 to
$15,450,624. Results are more fully reported in Table 1.

Although secondary in important to final output products, the
three intermediate products, (1) bed days, (2) inpatient expenses,
and (3) ancillary services expenses, can yield important
management information. Bed days data can produce important
teedback regarding the effectiveness of several of the UM
camponents. For example, concurrent review, case management, and
discﬁarge planning are all designed to reduce bed days.
Furthermmore, MEPRS' three-letter break-out code for costs per bed
day naturally lends itself to identification of those particular
types of bed days with higher costs which would became likely
targets of opportunity.

Inpatient expenses and ancillary services expenses figures
can be used to campare the effect of utilization management
efforts from the previous year once the analyst adjusts for
factors such as increase or decrease in statfing, mission changes,

etc-
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CHAPTER 4
DISCUSSION
Implications of Findings

The issue facing Wilford Hall Medical Center regarding
implementation of internal utilization management is not whether
or not to start. The issue is: what to do, how to start, and
where to begin. Assistant Secretary of Defense (Health Affairs)
Mendez' (1992) quality management policy already states that
military medical treatment facilities will begin to implement
utilization management. Unless that policy is reversed, change is
imminent. The reality that the CHAMPUS inpatient workload across
the Continental United States (which accounts for only 18% of
total military health services system admissions) is already
reaping the benefits of utilization management leads one to
believe that implementation of plans to pursue the same economies
for the remaining 82% of admisisons must closely follow. The fact
that the contract (MDA906-91-R-0008) (CHAMPUS, 1992) awarded to
the TMF and other regional vendors mentions the possibility that
they may accomplish UM inside the walls of DOD MTFs leaves little
doubt that Congress and the Assistant Secretary of Defense (Health
Affairs) intend to find similar economies in the almost $11
billion direct care system. Finally, the findings documenting the
possibility to recoup between approximately $6.5 to $23.8 million

per year at Wilford Hall would seem to solidify the need to start
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as soon as possible.

A decision to proceed with the process to implement internal
utilization management will change the fundamental nature of the
way care is delivered at Wilford Hall. Resistance to change will
have to be managed. Learning curves will provide significant
staff frustration and setbacks will very likely occur. Before
b_egj.nning, it seems imperative that executive management resolve
that benefits are achievable and worthy of the disruption certain
to occur as a result of changing "the system."” Once the decision
is made to proceed, intermal utilization management should be
included in WHMC's strategic plan and be pursued within the
current "Quality Air Force" concept.

Extent of Utilization Management Needed

Once committed to proceed with some type of utilization
management, the first question seems to be: How much utilization
management is needed to achieve the best possible return on
investment? The answer lies in which components best apply to
this facility. This writer believes that those components are
preadmission certification, concurrent review, case management,
discharge planning, and retrospective review.

Preadmission certification offers significant savings
opportunities. First, every admission avoided will result in an
average cost avoidance (chance to reinvest) of $4,938. Second, a

properly structured and accurately focused precertification
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process can act as a trigger point for other UM camponents, such
as case management and discharge planning, to begin.

The more advance knowledge a facility has of a specific
patient's needs, the more time it has to plan for a "quality"
episode of care for the patient at reduced costs. For example,
reduced admissions and decreased bed days which accrue as a result
of preadmission certification allow a facility to admit more
"z;xppmpriate" patients. Once those patients are inside the
facility, concurrent review, case management, and discharge
planning are designed to ensure that each patient receives the
"appropriate” level of care. Lengths of stay are typically
reduced and cost of providing that care declines as well.

The advance testing inherent to preadmission certification
may also save ancillary services costs. Adoption of a set of
criteria, whether bought commercially or developed intermally, has
the potential to eliminate duplicate and unnecessary tests, both
of which Dr. C. E. Jarret (1992), Director of Utilization
Management /Quality Assurance, Baylor Medical Center, states can
occur for multiple reasons.

Concurrent review efforts focus on minimizing the number of
days patients inappropriately stay in the acute care setting.
Successful application is achieved by establishing an effective
treatment plan, monitoring patient progress, and revising that

plan to ensure that the patient continually receives the
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appropriate level of care. Once concurrent review identifies the
need to deviate from an original treatment plan, action is taken
to minimize or eliminate unnecessary delays. Concurrent review
collects and analyzes information as to the cause of such
deviations in order to identify system problems and resolve the
underlying causes. Concurrent review also plays an integral role
in ongoing quality assurance programs by monitoring and reporting
on preselected "indicators of care."

Case management and discharge planning also focus on
minimizing "inappropriate" levels of care. Effective application
of these two UM components concentrates on placing the individual
patient in the most beneficial and most cost-effective
environment, to include inpatient and follow-up ambulatory care.
At Wilford Hall, every unnecessary bed day eliminated represents a
cost avoidance of $649.49 and an opportunity to care for another
patient. While cost avoidance is important from the financial
standpoint, research (e.g., Brennan et al., 1991; Noren, 1982)
indicates that getting the patient into familiar surroundings with
appropriate medical and social support is beneficial as well.

Retrospective review evaluates healthcare outcomes as well as
effectiveness of the camponents of utilization management. Review
and analysis of positive and negative treatment outcomes provides
"management” the opportunity to plan rational, multidisciplinary

action to resolve problems or continuously improve "the process.”
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Starting Point

Implementing utilization management requires redesigning
patient care processes from beginning to end. This writer feels
that this should be done on a relatively small scale aimed at
particular services where savings can reasonably be expected to
occur. Medical leadership of these changes is an important
cpnsideration as well. Given Wickizer's (1991) assertion that the
largest amounts of savings occur in the surgical specialties, this
appears to be the most likely place to start.

In Fiscal Year 1991, General Surgery (MEPRS code: ABA) had
the highest number of dispositions (3,033) and occupied bed days
(15,559) of all the surgical services at WHYC. Average cost per
disposition was $2,933. This high volume of both admissions and
bed days could be a fruitful ground for savings.

Orthopedics (MEPRS code: AEA) had the second highest number
of admissions (1,896) and bed days (11,392) for surgical services
at WHMC in Fiscal Year 1991. Average cost per disposition was
$4,377, much nearer WIMC's "average cost per disposition.” This
service has also been selected as a Project Management test site
tasked with reevaluating processes that begin with the decision to
admit through follow-up appointments. Potential savings through
admission avoidance and bed day reduction combined with formally
erdowed authority to redesign the work flow would make Orthopedics

a strong candidate for alpha testing of UM.




47

Cardiovascular and Thoracic Surgery (MEPRS code: ABB)
admitted 323 patients last year, resulting in 3,886 bed days and
an average cost per disposition of $15,520. This service also
performs three procedures which, under CHAMPUS utilization
management contracts, require precertification authorization.
Lower volume, highe! cost admissions combined with the probable
need for continued care make this an excellent center for
pot atial reduction of bed days via strong and integrated case
ranagement and discharge planning. Alpha testing here could
investigate the entire perioperative (preoperative, operative, and
postoperative) process. It might also present an opportunity to
expand utilization management concepts into the "medicine" side of
operations by linking with Internal Medicine (MEPRS code: AAA),
Cardiology (MEPRS code: AAB), ard Coronary Care Unit (MEPRS code:
AAC).

It would be best to run alpha testing in at least two sites.
The ability of the staff in one site to discuss successes and
problems with the staff of another clinical service experiencing
the same set of challenges will offer the opportunity to reap
synergistic resolutions.

Depending upon the willingness of the potential candidates,
it would be best to start in Orthopedics, concentrating on
preadmission authorization and concurrent review while also

working to establish effective case management and discharge
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planning for orthopedic patients. Given the same willingness to
participate, the second alpha test site should be established in
Cardiovascular and Thoracic Surgery (to run concurrently with the
Orthopedics test). This particular site should concentrate more
heavily on case management and discharge planning while working on
preauthorization and concurrent review issues. Regularly
scheduled meetings should be held between the staffs of the two
test sites to share successes, failures, insights, and ideas.

As soon as feasible, coordination with the Directorate of
Education should be effected in order to incorporate utilization
management training into the medical residency training program.
Again, the process should start small and export the curriculum
methodically. Once UM training is fully implemented in all WHMC
residency training programs, the impact will begin to be felt Air
Force-wide.

Implementation Options

There are three basic options by which to implement
utilization management at WHMC: - (1) buy it, (2) create it
inhouse, and (3) cambine options one and two. Each option has its
own strengths and weaknesses, which seem to center on the issues
of control and flexibility.

Purchasing utilization management services via contract is
easy and the precedent exists. Wording of the current regional

CHAMPUS (1992) inpatient utilization management contracts awarded
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May 1, 1992, may present an opportunity for modification and
implementation. The primary advantages of contracting UM would be
the rapidity of implementation and the inclusion of training for
the WHMC provider and support staffs. However, some negatives
exist as well.

The main disadvantage of contracting UM would be loss of
control. Once the terms of a contract were in effect, control of
the processes that determine a large portion of physician practice
patterns would rest outside Wilford Hall. That control could not
be regained without devoting time and resources to modify the
agreement. Since this concept is new, the opportunities for such
revisions may be plentiful.

A second disadvantage of contracting a package of utilization
management would be the reduction in flexibility to tailor and
adjust the program as WHMC adjusted to the concept. Unique
applications of military medicine might also require additional
flexibility. For example, a single airmen with the measles most
likely would require a treatment plan different from that of a
nonmilitary individual treated in the civilian sector.

WHMC could negotiate a contract to minimize loss of control
and flexibility. However, it seems very likely that, as military
facilities continue to apply the concepts of utilization
management, considerable MTF control and flexibility will be

needed and desired. Contracting full-blown UM would not be the
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best course of action.

The second option, to accomplish intermal utilization
management with WHMC staff (military and DOD-employed civilians)
offers opportunities to resolve many of the concerns over loss of
control and flexibility involved in option one. However, thus
far, MIF personnel have had little or no experience in this area.
Education and training could help to eliminate most of the
knowledge deficit, but self-education requires a front-load
investment of time. Moreover, even the best education does not
yvield the benefit of wisdom gained through experience. Mistakes
and misjudgements would result in setbacks and frustration and
ultimately delay WHMC's goal of receiving the benefits of an
effective WM program. Although self-administered utilization
management would offer the advantages of control and flexibility,
this option carries unaffordable time delays as well as risking
alienation of staff through undue frustration.

This writer believes that option three would provide the best
implementation approach for Wilford Hall. According to several
authors (e.g., Baschon, 1990; Graugnard, 1987; Nyman, 1990),
physician "buy-in" is critical to the success of effective
utilization management. Further, physicians are the collective
group of individuals who bring expertise to the process from the
quality of care and primary resource consumption perspective.

Option three would provide the greatest opportunity for initial
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and ongoing input. WHMC could contract with a nunber of vendors
to help establish program guidelines and train the appropriate
staff. Management consultants such as Sharon Baschon, author of A

Complete Guide to Utilization Management, are plentiful and bring

to the organization practical experience as well as expertise in
educating others.

Professional review organizations (PROs) such as the Texas
Medical Foundation offer another ard, in this writer's opinion, an
even better option. Training and experience expertise exists,
just as in the case of a single management consultant. Moreover,
PROs can furnish physician educators/trainers capable of
addressing WHMC's physician concerns. Additionally, the T™F, in
its role as regional contractor, is already experienced at
applying InterQual criteria. If military medical treatment
facilities are to "mirror" as closely as possible the civilian
practice patterns, as mentioned by Assistant Secretary of Defense
(Health Affairs) Mendez (1992), then it makes sense to apply the
same basic criteria internally. - Option three would take advantage
of a portion of the benefits of contracting full-blown utilization
management while simultanecusly maximizing internal control and
flexibility.

Education and training of WHMC professional, ancillary, and
support staff will most likely be the key to successful

utilization management implementation. The choices made by WHMC
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executive management regarding which option to choose and how to
apply that option will be critical to how well this facility
transitions into the utilization management concept.

While utilization management has been documented to reduce
costs and increase the quality of care rendered to patients, it is
an expensive, front-load program. Significant costs in terms of
@mr, information support, and training must be paid.

Staffing of the test sites will have a definite impact on the
speed at which learning curves are encountered and overcame.
Understaffing or taking staff "out of hide" will increase the
frustration already inherent in such a large change. Given the
savings. potential of utilization management, ample new positions
should be created and filled. The following are minimal positions

recommended:

Locus of control of the utilization management program. This

function needs to be independent of the clinical and the
administrative departments for reasons analogous to the Area
Defense Council being independent of the Staff Judge Advocate's
Office. Freedom to objectively evaluate and recammend
improvements necessitates that this department work for either the
Commander or the Vice Commander of Wilford Hall.

Medical Director. The Medical Director should be a

physician, someone who is willing and able to work with other
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physicians, murses, ancillary personnel, and support staff on a
wide variety of issues. This person's main taskings will be (1)
to review workload and recammend changes necessary to operate
within or improve the utilization management program guidelines
(as determined by executive management), (2) to decide how to
proceed on cases failing criteria screens, (3) to educate ard
train, and (4) to facilitate transition into the new "culture."
Tﬁis person needs to enter into the position ﬁith credibility or
be able to acquire that credibility quickly. Once training and
implementation problems are under control, this person should be
the focal point regarding the pursuit of new initiatives.

Nursing. According to Dr. C. E. Jarret (1992), Medical
Director for Quality Assurance/Utilization Review, Baylor Medical
Center, nurses are the backbone of an effective utilization
management program. They are valuable educators for physicians
and other nurse working on the wards. Nurses both speak the
clinical language of the physician and understand important
concepts of social services critical to the success of case
management and discharge planning. They are by experience skilled
in administrative matters as well.

Research (e.g., Baschon, 1990; Payne, 1987b) indicates that
the industry standard for nurse reviewers working on the wards is
1 per 10,000 eligible beneficiaries. Baylor University Medical

Center assigns one per service, which equates to 10 for 900 beds
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(Jarret, 1992). WHMC should begin with double that ratio in alpha
work centers in order to train additional key members for
exportation to UM in beta sites.

Nurses are also critical to preadmission authorization.
Baylor Medical Center uses one full-time nurse to do
precertification, which equates to approximately 60 requests per
day (Jarret, 1992). Dr. Jarret (1992) recommends extending
coverage beyond the traditional duty day to accommodate late
requests. The TMF (McCauley, 1992) uses one nurse (with backup
for peak demand times) for precertification of its six-state
region. Carol McCauley (1992), Director of Education, Texas
Medical Foundation, states that it is important for admitting
physicians to be able to accomplish precertification as quickly
and effortlessly as possible. She points out that experienced
nurses can also facilitate acceptance of the precertification
process by training physician support staff on how to gather and
report necessary information, freeing the physician to practice
medicine,

Nurses accomplish back-end review as well, evaluating
episodes of care based upon admission, continued stay, quality of
care, and discharge criteria. The TMF uses seven full-time nurses
to accamplish this for the entire region. The current goal for
each reviewer using InterQual criteria is 15 cases per reviewer

per day (McCauley, 1992).
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Nursing resources are a critical and often scarce comodity
in the hospital environment. Due to their education and
experience, nurses are in demand for a variety of positions.
Utilization management will compound this demand problem.
Therefore, executive management needs to investigate methods by
which to staff UM mursing positions while meeting other equally
important demands.
| Information Support

Effective utilization management will generate a great deal

of valuable information--valuable, that is, if it can be captured,
put in the most usable form, and analyzed and reported. WHMC does
not, in any way, have this capability. This function can and must
be purchased if successful implementation is to occur.
Cooperative Care Solutions (CCC) is one of many such vendors that
provide a package to accomplish all the information taskings this
paper implies and more. CCC's particular package can be adapted
to work in conjunction with AQCESS to provide information.

WHMC needs to define its information and user requirements,
establish a common data dictionary, evaluate that information
already available, and pursue a system to meet its needs. This
facility faces a costly decision which must be made quickly. It
is recammended that a multidisciplinary work group, to include
representatives from medical systems and physician, rurse,
support, axd ancillary services start this evaluation as quickly

as possible.
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CHAPTER 5
SUMMARY AND RECOMMENDATIONS
FOR FURTHER STUDY
Summary

Utilization management otfers practitioners a methodology
statistically proven to save substantial amounts of money while
expanding accessibility and improving the quality of care
Iéndered. This study documented the possible cost savings
potentially available to Wilford Hall U.S. Air Force Medical
Center through adoption of utilization management techniques.

Productivity and éost data for WHMC were extracted from the
Fourth Quarter, Fiscal Year 1991, Medical Expense Report of the
Medical Expense and Performance Reporting System. These data are
universal in the military health services system, and this source
reflects the full cost of providing care by inclusion of military
salaries and assignment of all costs to final output centers.
Also, use of MEPRS data allowed for cost and performance tracking
to the department level. Projected savings for Wilford Hall,
based upon these data, would range from $4,014,594 to $17,667,944
on admissions and from $6,482,598 to $23,769,525 on total
expenses.

Final and intemmediate output products were identified and
explained. Relationships between these ocutput products and

utilization management components were defined in order to allow
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management to monitor the effect of utilization management on cost
containment. Finally, in the Discussion, this writer addressed
same of the questions which must be answered if internal
utilization management is to succeed. Recognizing that each
facility presents its own unique demands and challenges, this
study leaves the specifics of implementation to the leadership of
WHMC. The principles identified in this study should apply to all
Départnent of Defense hospitals.

Recammendations for Further Study

Civilian hospitals, spurred by Health Care Finance Adminis-
tration reimbursement policy, have implemented what is termed a
"23-hour observation unit." This unit is used as a low-cost
option (due to staffing) to determine whether or not admission is
actually appropriate. This concept should be investigated for
similar "low cost" applications for WHMC. Possible applications
might be for presurgical stays, additional testing, and, possibly,
a "step-down" care unit. A separate MEPRS code could be applied
to see if savings based on reduced labor actually occurred.

Introduction of utilization management is a fairly new
concept and, as such, presents a myriad of opportunities for
additional studies. Studies could be accomplished to compare and
contrast benefits of implicit and explicit criteria. Could
explicit criteria be modified to meet unique demands placed upon

the military healthcare system? and, if so, how? Other
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possibilities include an analysis to determine (1) the amount of
sentinel effect of utilization management that exists in military
hospitals, (2) the method of implementation of an appropriate
reward structure to accelerate acceptance of WM, and (3) the
ethical implications associated with utilization management. Once
ambulatory visit groups are available and have proliferated,
utilization management on the ambulatory side of military medicine
should be studied as well.
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APPENDIX
MEDICAL EXPENSE AND PERFORMANCE REPORTING SYSTEM
FOURTH QUARTER, FISCAL YEAR 1991,

MEDICAL EXPENSE REPORT
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